AUTHENTICATED
U.S. GOVERNMENT
INFORMATION

GPO

9904.412-64.1

had deemed the cost for the prior pe-
riod to be $0. In order to satisfy the re-
quirements of 9904.412-40(c) and assign
pension cost to the current period,
Contractor S must account for the
prior period negative accruals that
have not been specifically identified.
Following the transition method of
paragraph (b)(1) of this subsection, the
contractor shall identify $428,000 as an
assignable cost credit.

(7) Assume the facts of 9904.412-
64(g)(5), except Contractor S uses the
“fresh start” transition method. In ad-
dition, for the current period the plan
is overfunded since the actuarial value
of the assets is greater than the actu-
arial accrued liability. In this case, an
actuarial gain equal to the negative
unfunded actuarial liability; i.e., actu-
arial surplus, is recognized since there
are no portions of unfunded actuarial
liability that must be identified under
9904.412-50(a)(2).

(8) Since March 28, 1989 Contractor U
has computed, assigned, and allocated
pension costs for a nonqualified de-
fined-benefit plan on an accrual basis.
The value of these past accruals, in-
creased for imputed interest at 7% and
decreased for benefits paid by the con-
tractor, is equal to $2 million as of the
beginning of the current period. Con-
tractor U elects to establish a ‘‘Rabbi
trust’” and the plan meets the other
criteria at 9904.412-50(c)(3). Using the
transition method of paragraph (c) of
this subsection, Contractor U shall rec-
ognize the $2 million as the accumu-
lated value of permitted unfunded ac-
cruals, which will then be included in
the market value and actuarial value
of the assets. Because the accumulated
value of permitted unfunded accruals is
exactly equal to the current period
market value of the assets, 100% of
benefits for the current period must be
paid from sources other than the fund-
ing agency in accordance with 9904.412—
50(d)(2)(i1).

(9) Assume that Contractor U in
9904.412-64(g)(8) establishes a funding
agency, but elects to use the pay-as-
you-go method for current and future
pension costs. Furthermore, plan par-
ticipants receive $500,000 in benefits on
the last day of the current period.
Using the transition method of para-
graph (e) of this subsection to ensure
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prior costs are not redundantly pro-
vided for, the contractor shall establish
assets; i.e., an accumulated value of
permitted unfunded accruals, of $2 mil-
lion. Since these assets are sufficient
to provide for the current benefit pay-
ments, no pension costs can be allo-
cated in this period. Furthermore, pre-
viously priced contracts subject to this
Standard shall be adjusted in accord-
ance with 9903.302. The accumulated
value of permitted unfunded accruals
shall be carried forward to the next pe-
riod by adding $140,000 (7%x$2 million)
of imputed interest, and subtracting
the $500,000 of benefit payments made
by the contractor. The accumulated
value of permitted unfunded accruals
for the next period equals $1,640,000 ($2
million + $140,000—$500,000).

[60 FR 16547, Mar. 30, 1995; 60 FR 20248, Apr.
25, 1995]

9904.412-64.1 Transition Method for
the CAS Pension Harmonization
Rule.

Contractors or subcontractors that
become subject to the Standard, as
amended, during the Pension Harmoni-
zation Transition Period shall recog-
nize the change in cost accounting
method in accordance with paragraphs
(a) and (b).

(a) The Pension Harmonization Rule
Transition Period is the five cost ac-
counting periods beginning with a con-
tractor’s first cost accounting period
beginning after June 30, 2012, and is
independent of the receipt date of a
contract or subcontract subject to this
Standard. The Pension Harmonization
Rule Transition Period begins on the
first day of a contractor’s first cost ac-
counting period that begins after June
30, 2012.

(b) Phase in of the Minimum Actu-
arial Liability and Minimum Normal
Cost. During each successive account-
ing period of Pension Harmonization
Rule Transition Period, the contractor
shall recognize on a scheduled basis the
amount by which the minimum actu-
arial liability differs from the actu-
arial accrued liability; and the amount
by which the sum of the minimum nor-
mal cost plus any expense load differs
from the sum of the normal cost plus
any expense load.

428



CASB, OFPP, OMB

(1) For purposes of determining the
amount of the difference, the minimum
actuarial liability and minimum nor-
mal cost shall be measured in accord-
ance with 9904.412-50(b)(7)(ii).

(2) During each successive accounting
period of the Pension Harmonization
Rule Transition Period, the transi-
tional minimum actuarial liability
shall be set equal to the actuarial ac-
crued liability adjusted by an amount
equal to the difference between the
minimum actuarial liability and actu-
arial accrued liability, multiplied by
the scheduled applicable percentage for
that period. The sum of the transi-
tional minimum normal cost plus any
expense load shall be set equal to the
sum of normal cost plus any expense
load, adjusted by an amount equal to
the difference between the minimum
normal cost and the normal cost, plus
expense loads, multiplied by the sched-
uled applicable percentage for that pe-
riod.

(3) The scheduled applicable percent-
ages for each successive accounting pe-
riod of the Pension Harmonization
Rule Transition Period are as follows:
0% for the First Cost Accounting Pe-
riod, 25% for the Second Cost Account-
ing Period, 50% for the Third Cost Ac-
counting Period, 75% for the Fourth
Cost Accounting Period, and 100% for
the Fifth Cost Accounting Period.

(4) The transitional minimum actu-
arial liability and transitional min-
imum normal cost measured in accord-
ance with this provision shall be used
for purposes of the 9904.412-50(b)(7) min-
imum actuarial liability and minimum
normal cost.

(5) The actuarial gain or loss attrib-
utable to experience since the prior
valuation, measured as of the First
Cost Accounting Period of the Pension
Harmonization Rule Transition Period,
shall be amortized over a ten-year pe-
riod in accordance with 9904.413-
50(a)(2)(ii).

(¢c) Transition Illustration. Assume
the same facts for the Harmony Cor-
poration in Illustration 9904.412-60.1(a)
and (b), except that this is the Fourth

9904.412-64.1

Cost Accounting Period of the Pension
Harmonization Rule Transition Period.
As in Illustration 9904.412-60.1(a) and
(b), the contractor separately computes
pension costs for Segment 1, and com-
putes pension costs for Segments 2
through 7 in the aggregate. The con-
tractor has two actuarial valuations
prepared: one measures the actuarial
accrued liability and normal cost using
the contractor’s expected rate of re-
turn on investments assumption, in ac-
cordance with 9904.412-40(b)(2) and
9904.412-50(b)(4), and the other valu-
ation measures the minimum actuarial
liability and minimum normal cost
based on the assumed current yields on
investment quality corporate bonds in
accordance with 9904.412-50(b)(7)(iii)(A).
The actuarial valuations present the
values subtotaled for each segment and
in total for the plan as a whole.

(1) The contractor applies 9904.412—
64.1(b) as follows:

(i) (A) For Segment 1, the $494,000
($2,594,000—8$2,100,000) difference be-
tween the minimum actuarial liability
and the actuarial accrued liability is
multiplied by 75%. Therefore for Seg-
ment 1, the minimum actuarial liabil-
ity for purposes of 9904.412-50(b)(7) is
adjusted to a transitional minimum ac-
tuarial liability of $2,470,500
($2,100,000+[75%x$494,000]).

(B) For Segments 2 through 7, the
($183,000) difference
(814,042,000 — $14,225,000) between the
minimum actuarial liability and the
actuarial accrued liability is multi-
plied by 75%. For Segment 2 through 7,
the minimum actuarial liability for
purposes of 9904.412-50(b)(7) is adjusted
to a transitional minimum actuarial 1li-
ability of $14,087,750
($14,225,000+[75%x($183,000)]).

(C) The computation of the transi-
tional minimum actuarial liability
that incrementally recognizes the dif-
ference between the minimum actu-
arial liability and the actuarial ac-
crued liability for Segment 1, and for
Segments 2 through 7, is shown in
Table 1 below:
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TABLE 1—DEVELOPMENT OF TRANSITIONAL MINIMUM ACTUARIAL LIABILITY FOR FOURTH TRANSITION

PERIOD
S ts 2
Total plan Segment 1 &?&%157 Notes
(Note 1) | ... R R
Minimum Actuarial Liability ..........coooeerrerereennseissreneees | e . $2,594,000 $14,042,00 2
(2,100,000) (14,225,000) 3
Actuarial Accrued Liability (2,100,000) (14,225,000) | ..ooovvvveeen
Actuarial Accrued Liability Difference $494,000 $(183,000) 4
Phase In Percentage (Period 4) ....... 75% 75% 5
Phase In Liability DIfference ........c.cooeoevnereeesseeesnseseiees | vevens $370,500 $(137,250) 6
Actuarial Accrued Liability ..........ccocoeoiiiiiniiieeceeeieees [ e 2,100,000 14,225,000 6
Transitional Minimum:
Actuarial Liability ........cccceoeririninieieeseseesenens | e $2,470,500 $14,087,750

Note 1: The values for the Total Plan are not shown because the 9904.412-50(b)(7)(i) threshold criterion is applied separately
for each segment.

Note 2: See lllustration 9904.412-60.1(b)(2)(ii), Table 4.

Note 3: See lllustration 9904.412-60.1(b)(2)(i), Table 3.

Note 4: The phase in percentage will be applied to positive or negative differences in the actuarial liabilities, since the purpose
of the phase in is to incrementally move the measurement away from the actuarial accrued liability to the minimum actuarial li-
ability, regardless of the direction of the movement.

Note 5: Appropriate transition percentage for the Fourth Cost Accounting Period of the Pension Harmonization Rule Transition
Period as stipulated in 9904.412-64.1(b)(3).

Note 6: The actuarial accrued liability is adjusted by the phase in difference between liabilities, either positive or negative, in
accordance with 9904.412-64.1(b)(2).

(ii) (A) For Segment 1, the $21,740
($110,840-$89,100) difference between the
minimum normal cost and the normal
cost, plus expense loads, is multiplied
by 75%. Therefore for Segment 1, the
minimum normal cost plus expense
load, for purposes of 9904.412-50(b)(7), is
adjusted to a transitional minimum
normal cost plus expense load of
$105,405 ($89,100 + [75%x$21,740]).

(B) For Segments 2 through 7, the
92,260 ($913,860—$821,600) difference be-
tween the minimum normal cost and

the normal cost, plus expense loads, is
multiplied by 75%. Therefore, for Seg-
ments 2 through 7, the minimum nor-
mal cost for purposes of 9904.412-50(b)(7)
is adjusted to a transitional minimum
normal cost plus expense load of
$890,795 ($821,600+[75%x$92,260]).

(C) The computation of the transi-
tional minimum normal cost plus ex-
pense load for Segment 1, and for Seg-
ments 2 through 7, is shown in Table 2
below:

TABLE 2—DEVELOPMENT OF TRANSITIONAL MINIMUM NORMAL COST FOR FOURTH TRANSITION

PERIOD
S ts 2

Total plan Segment 1 &?&%?157 Notes

(Note 1) | ....... JRVR
Minimum Normal Cost ........ccoiuiiiiiciiiiiiicccceeeeeiees | e $102,000 $840,700 2
Expense Load on Normal Cost ..........cccuiviiiiiniiiiniciiniiiiens | e 8,840 73,160 2,3
Minimum Normal Cost Plus Expense Load .........ccccoceevvrenicns | weee $110,840 $913,860 2
Normal Cost Plus EXpense Load ..........cccoereriieieninieniiniiiien | evevieeieseesieneeeens (89,100) (821,600) 4
Difference .. RO U $21,740 $92,260 5
Phase In Percentage (Period 4) ........cccccviiiiiiiiiiiiniiniiens | e 75% 75% 6
Phase In Normal Cost Difference $16,305 $69,195 7
Normal Cost Plus Expense Load 89,100 821,600 7
Transitional Minimum:

Normal Cost Plus Expense Load ........ccccceoevenvnces | e $105,405 $890,795

Note 1: The values for the Total Plan are not shown because the 9904.412-50(b)(7)(i) threshold criterion is applied separately

for each segment.
Note 2: See lllustration 9904.412—60.1(b)(2)(ii), Table 4.

Note 3: For minimum normal cost valuation purposes, the contractor explicitly identifies the expected administrative expenses

as a separate component of minimum normal cost.
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Note 4: See lllustration 9904.412-60.1(b)(2)(i), Table 3. Expected expenses are implicitly recognized as part of the contrac-

tor's expected rate of return on investments assumption.

Note 5: The phase in percentage will be applied to positive and negative differences in the normal costs plus expense loads,

since the purpose of the phase in is to incrementally move the measurement from the normal cost plus expense load, to the min-
imum normal cost plus expense load, regardless of the direction of the movement.

Note 6: Appropriate transition percentage for the Fourth Cost Accounting Period of the Pension Harmonization Rule Transition
Period stipulated in 9904.412-64.1(b)(3).

Note 7: The sum of the normal cost plus expense load is adjusted by the phase in difference between normal costs, either
positive or negative, in accordance with 9904.412-64.1(b)(2).

(2) The contractor applies the provi-
sions of with 9904.412-50(b)(7)(i) using
the transitional minimum actuarial li-
ability and transitional minimum nor-
mal cost plus expense load, in accord-
ance with 9904.412-64.1(b)(4).

(i) The comparison of the sum of the
actuarial accrued liability and normal

cost plus expense load, and the sum of
the transitional minimum actuarial li-
ability and minimum normal cost plus
expense load, for Segment 1, and for
Segments 2 through 7, is summarized
in Table 3 below:

TABLE 3—SUMMARY OF LIABILITY AND NORMAL COST VALUES FOR FOURTH TRANSITION PERIOD

ts 2
Total plan Segment 1 S&?g:%l% Notes
(Note 1) | oo | e
“Going Concern” Liabilities for Period:
Actuarial Accrued Liability ..........ccocooiiciiiiiiniiiiie | e $2,100,000 $14,225,000 2
Normal Cost Plus Expense Load ........ccccceevvenicnces | e 89,100 821,600 3
Total Liability for Period e | e 2,189,100 15,046,600
Transitional Minimum Liabilities for the Period:
Transitional Minimum Actuarial Liability ...............c... | .ot 2,470,500 14,087,750 1
Transitional Minimum Normal Cost Plus Expense
Load ............ I 105,405 890,795 3
Total Transitional Minimum Liability for Period ........ | ..o 2,575,905 14,978,545 4

Note 1: The values for the Total Plan are not shown because the 9904.412-50(b)(7)(i) threshold criterion is applied separately

for each segment.
Note 2: See Table 1.
Note 3: See Table 2.

Note 4: If the threshold criterion is met, then the pension cost for the period is measured based on the Transitional Minimum
Actuarial Liability and Transition Normal Cost Plus Expense Load.

(ii) For Segment 1, the Total Transi-
tional Minimum Liability for the Pe-
riod of $2,575,905 exceeds the total li-
ability for the period of $2,189,100. (See
Table 3.) Therefore, in accordance with
9904.412-50(b)(7)(i), the pension cost for
Segment 1 is measured using the actu-
arial accrued liability and normal cost
as measured by the transitional min-
imum actuarial liability and transi-
tional minimum normal cost, which
are based on the accrued benefit cost
method. This measurement complies
with the requirements of 9904.412-
50(b)(7) and with the definition of actu-
arial accrued liability, 9904.412-30(a)(2),
and normal cost, 9904.412-30(a)(18).

(iii) For Segments 2 through 7, the
total liability for the period of
$15,046,600 exceeds the Total Transi-

tional Minimum Liability for the Pe-
riod of $14,978,545. (See Table 3.) There-
fore, in accordance with 9904.412—
50(b)(7)(1), the pension cost for Segment
2 through 7 is measured using the actu-
arial accrued liability and normal cost,
which are based on the projected ben-
efit cost method.

(3) The contractor computes the pen-
sion cost for the period in accordance
with the provisions of 9904.412-
50(b)(7)(1), which considers the transi-
tional minimum actuarial liability and
transitional minimum normal cost plus
expense load, in accordance with
9904.412-64.1(b).

(i) The contractor computes the un-
funded actuarial liability as shown in
Table 4 below:
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TABLE 4—UNFUNDED ACTUARIAL LIABILITY FOR FOURTH TRANSITION PERIOD

Total Segment Segments
Plan 1 2 through 7 Notes
(Note 1)
Actuarial Accrued Liability .........ccooveoinininiiccreneeeees | e $2,470,500 $14,225,000 2
CAS Actuarial Value of ASSetS ........cccceeveerieeiiesieeiieeieeiiees | e (1,688,757) (11,872,928) 3
Unfunded Actuarial Liability ...........cccccooviiminiiniiiiinciiiens | e 781,743 2,352,072

Note 1: The values for the Total Plan are not shown because the 9904.412-50(b)(7)(i) threshold criterion is applied separately
for each segment.

Note 2: Because the Pension Harmonization criterion of 9904.412-50(b)(7)(i) has been met for Segment 1, the actuarial ac-
crued liability is measured by the transitional minimum actuarial liability as required by 9904.412-64.1(b)(4). See Table 3. Be-
cause the Pension Harmonization criterion of 9904.412-50(b)(7)(i) was not satisfied for Segments 2 through 7, the actuarial ac-
crued liability is based on the actuarial assumptions that reflect long-term trends in accordance with 9904.412-50(b)(4), i.e., the
transitional minimum actuarial liability does not apply.

Note 3: See lllustration 9904.412-60. 1(b)(1)(||) Table 2.

(ii) Measurement of the Pension Cost for the current period (Table 5):

TABLE 5—PENSION COST FOR FOURTH TRANSITION PERIOD

Total Segment Segments
plan 1 2 through 7 Notes
(Note 1)
Normal Cost Plus EXpense Load ..........cccoeereinieiinieninienieiens | eveeesieeseeneseneenes $105,405 $821,600 2
Amortization Installments .........cccoevvievienieinieciee e | e 101,990 314,437 3,4
Pension Cost Computed for the Period ...........cccceevvviiinnenne 1,343,432 207,395 1,136,037

Note 1: Except for the Total Pension Cost Computed for the Period, the values for the Total Plan are not shown because the
9904.412-50(b)(7)(i) threshold criterion is applied separately for each segment.

Note 2: See Table 3. Because the Pension Harmonization criterion of 9904.412-50(b)(7)(i) has been met for Segment 1, the
sum of the normal cost plus the expense load is measured by the sum of the transitional minimum normal cost plus the expense
load, as required by 9904.412-64.1(a). Because the Pension Harmonization criterion of 9904.412-50(b)(7)(i) was not satisfied for
Segments 2 through 7, the sum of the normal cost plus any applicable expense load is based on the contractor’s actuarial as-
sumptions reflecting long-term trends in accordance with 9904.412-40(b)(2) and 9904.412-50(b)(4), i.e., the transitional min-
imum normal cost plus the expense load does not apply.

Note 3: Net amortization installment based on the unfunded actuarial liability of $781,743 for Segment 1, and $2,352,072 for
Segments 2 through 7, including an interest equivalent on the unamortized portion of such liability. See Table 4. The interest ad-
justment is based on the contractor’s interest rate assumption in compliance with 9904.412-40(b)(2) and 9904.412-50(b)(4).

Note 4: See 9904.64—1(c)(4) for details concerning the recognition of the unfunded actuarial liability during the first Pension

Harmonization Rule Transition Period.

(4) The Silvertone Corporation sepa-
rately computes pension costs for Seg-
ment 1, and computes pension costs for
Segments 2 through 7 in the aggregate.

(i) For the First Cost Accounting Pe-
riod of the Pension Harmonization
Rule Transition Period, the difference
between the actuarial accrued liability
and the minimum actuarial liability,
and the difference between the normal
cost and the minimum normal cost, are
multiplied by 0%. Therefore the transi-
tional minimum actuarial liability and
transitional minimum normal are
equal to the actuarial accrued liability
and normal cost. The total transitional
minimum liability for the period does
not exceed the total liability for the

period in conformity with the criterion
of 9904.412-50(b)(7)(i). Therefore, the
pension cost for the First Cost Ac-
counting Period of the Pension Harmo-
nization Rule Transition Period is
computed using the actuarial accrued
liability and normal cost.

(ii) The actuarial gain attributable to
experience during the prior period that
is measured for the cost accounting pe-
riod is amortized over a ten-year period
in accordance with 9904.412-50(a)(1)(V)
and 9904.413-50(a)(2)(ii).

(iii) The contractor computes the
pension cost for First Cost Accounting
Period of the Pension Harmonization
Rule Transition Period as shown in
Table 6 below.

TABLE 6—COMPUTATION OF THE PENSION FOR THE FIRST TRANSITION PERIOD

Segments 2

through 7 Notes

Total plan Segment 1

(Note 1)
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TABLE 6—COMPUTATION OF THE PENSION FOR THE FIRST TRANSITION PERIOD—Continued

2
Total plan Segment 1 Sﬁggtg;:% Notes
Amortization of Unfunded Liability Net Amortization Install-
ment from Prior Periods J $81,019 $523,801 2
January 1, 2013, Actuarial Loss (Gain) Amortization
INStallMent ..o | e (9,369) (68,740) 3
Net Amortization Installment ... | s 71,650 455,061
Normal Cost plus expense 10ad ..........cccoeererrenenennieneienens | e 78,400 715,000 4
Pension Cost Computed for the Period .........cccooeeieciiennin | e 150,050 1,170,061

NOTE 1: The values for the Total Plan are not shown because the 9904.412-50(b)(7)(i) threshold criterion is applied separately
for each segment.

NOTE 2: Amortization installments of actuarial gains and losses, and other portions of the unfunded actuarial liability identified
prior to January 1, 2013, in accordance with 9904.412-50(a)(1)(v) and 9904.413-50(b)(2)(ii), including an interest adjustment
based on the contractor’s long-term interest assumption in compliance with 9904.412-40(b)(2) and 9904.412-50(b)(4).

NOTE 3: The actuarial gains for both Segment 1, and Segments 2 through 7, as measured as of January 1, 2013, are amor-
tized over a ten-year period in accordance with 9904.413-50(a)(2)(ii) and 9904.412—-64—1(b)(4). Note that although the source of
the actuarial gains was the deviation between assumed and actual changes during the prior period, the gain is measured on
January 1, 2013, and so the ten-year amortization period applies in the current period, including an interest adjustment based on
the contractor’s long-term interest assumption in compliance with 9904.412-40(b)(2) and 9904.412-50(b)(4).

NOTE 4: For the first period of the Pension Harmonization Rule transition period, the adjustment to the sum of the actuarial ac-
crued liability and normal cost is adjusted by $0. Therefore the sum of the transitional minimum actuarial liability and transitional
minimum normal cost plus expense load is equal to the sum of the actuarial accrued liability and normal cost plus expense load,
and the criterion of 9904.412-50(b)(7)(i) was not met for either Segment 1, or Segments 2 through 7. The sum of the normal

cost plus expense load is based on the sum of the going concern normal cost plus expense load.

[76 FR 81319, Dec. 27, 2011, as amended at 77 FR 43543, July 25, 2012]

9904.413 Adjustment and allocation of
pension cost.

9904.413-10 [Reserved]

9904.413-20 Purpose.

A purpose of this Standard is to pro-
vide guidance for adjusting pension
cost by measuring actuarial gains and
losses and assigning such gains and
losses to cost accounting periods. The
Standard also provides the bases on
which pension cost shall be allocated
to segments of an organization. The
provisions of this Cost Accounting
Standard should enhance uniformity
and consistency in accounting for pen-
sion costs.

9904.413-30 Definitions.

(a) The following are definitions of
terms which are prominent in this
Standard. Other terms defined else-
where in this chapter 99 shall have the
meaning ascribed to them in those
definitions unless paragraph (b) of this
subsection requires therwise.

(1) Accrued benefit cost method means
an actuarial cost method under which
units of benefits are assigned to each
cost accounting period and are valued
as they accrue; that is, based on the
services performed by each employee in
the period involved. The measure of

normal cost under this method for each
cost accounting period is the present
value of the units of benefit deemed to
be credited to employees for service in
that period. The measure of the actu-
arial accrued liability at a plan’s meas-
urement date is the present value of
the units of benefit credited to employ-
ees for service prior to that date. (This
method is also known as the Unit Cred-
it cost method without salary projec-
tion.)

(2) Actuarial accrued liability means
pension cost attributable, under the ac-
tuarial cost method in use, to years
prior to the current period considered
by a particular actuarial valuation. As
of such date, the actuarial accrued li-
ability represents the excess of the
present value of future benefits and ad-
ministrative expenses over the present
value of future normal costs for all
plan participants and beneficiaries.
The excess of the actuarial accrued 1li-
ability over the actuarial value of the
assets of a pension plan is the Un-
funded Actuarial Liability. The excess
of the actuarial value of the assets of a
pension plan over the actuarial accrued
liability is an actuarial surplus and is
treated as a negative unfunded actu-
arial liability.

(3) Actuarial assumption means an es-
timate of future conditions affecting
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